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Financial Highlights 


1967 : 1966 
NET SALES  $200,823,000 fo 8187,779,000 
NET EARNINGS Before Taxes on Income 23,230,000 — 25,830,000 
Percent of Net Sales ue 11.6 13:8. 
Taxes on Income 11,855,000 12,550,000 
NET EARNINGS After Taxes 11,375,000 13,280,000 
Percent of Net Sales 5.7 40 
Total Current Assets 107,254,000 99,462,000 — 
Total Current Liabilities ~ 22,131,000 24,383,000 
Ratio of Current Assets to Current Liabilities . 4.85 4.08 
Working Capital 85,123,000 75,079,000 
Stockholders’ Equity 100,040,000 92,265,000 
Long-Term Debt 40,571,000 26,965,000 
Percent of Capital Investment : 28.9 22.6 
Expenditures for Property, Plant and Equipment, Net 17,452,000 16,269,000 — 
Number of Stockholders 4,959 5,280 
Per Common Shares Outstanding S 
Net Earnings 2.11 2.47 
Taxes on Income ae 2.20 2.34 
Cash Dividends Paid 80 80 
Stockholders’ Equity 18.54 17.15 
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GENERAL INFORMATION She Pease Comfass/ 
La Clesse , Wise] 
Ls Size of Facility: | WADA 19679 
Office and cafeteria 61,000 sq. ft. Refeec 
Factory incl. toolroom and services 300, 000 
Warehouse 34, 000 
Total Building 395,000 sq. ft. 
Outside storage 98, 000 
Site acreage 16.5 acres © 
Ze Capacity: 
Manufactured products $18,500, 000 
3e Product Lines = 29: 
Unit Ventilators Electric Baseboard Force Flo 
Convectors Centrifugal Fans Fan Coil UniTrane 
Wall Fin Utility Fans Induction UniTrane 
Unit Heater H Propeller Fans Cold Generator 
Unit Heater P Fluid Coolers Open Compressor & 
Gas Fired Unit Heater Transportation Condenser Units 
Steam Specialties Torrivent Heating Coils 
Pumps Climate Changer Cooling Coils 
Baseboard Sprayed Coil Dehumidifier Air Cooled Condenser 
Splits 2 - 15 ton Deluxe Self Contained Horizontal Self Contained 
2.~. 10 ton 


4. Employment: 


Factory 292 hourly 
Office 239 salary 
" Total 931 


os Field Sales Organization: 


Offices,..-..19 

Office managers 18 

Sales engineers ol 
Total Field 69 

Service engineers 17 


6. Uses of Computer: 


Sales order control Bills of material 
Inventory status reporting Direct labor reporting 
Production control reporting Sales order costing 


Payroll Basic sales statistics 
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Trane executive committee 
— Allen C. Menke, 
executive vice president; 
Wayne J. Hood, executive 
vice president and 
treasurer; Thomas 
Hancock, president and 
chief executive officer; and 
D. C. Minard, chairman of 
the board (left to right). 


| Letter to the 
Stockholders 


The Company’s rise in sales 
in 1967 occurred during a 
period when worldwide mar- 
kets for its products remained 
about the same or might have 
declined slightly. This was 
possible mainly because of 
many things done in preceding 
years, particularly in product 
development and marketing. 

The consolidated profit 
decrease occurred largely in the 
international side of the busi- 
ness. Over 70 percent of the 
consolidated decrease was 
from this source. This was 
caused primarily by the re- 
sults at Trane Company of 
Canada and Societé Trane. 
The Canadian drop in earnings 
stemmed basically from a very 
substantial decline in the build- 
ing market in that country. A 
sizeable loss at Societé Trane 
was anticipated and is consid- 
ered a necessary part of enter- 
ing the European market with 
the manufacture of standard 
heating, ventilating and air 
conditioning products. 

Trane Ltd., which functions 
in the United Kingdom, ended 
the year with a small profit. 
This subsidiary company had 
its first full year of manufac- 
turing operations in 1965. 

On the whole, international 
operations are expected to 
improve in 1968. Each of the 
subsidiary manufacturing com- 
panies should show gains as a 
result of operating economies 
and the start of the manufac- 
ture of additional product 
lines. This should be particu- 
larly true in the case of Societé 


Trane. However, the effect on 
Trane Ltd. of recent action by 
the British Government is not 
yet fully known. 

Earnings declined four per- 
cent in the United States mainly 
from rather substantial cost 
increases caused by an inflating 
economy. 

Early in 1967, when it was 
apparent that the building 
industry would not perform as 
well as had been generally 
expected, the management 
established a policy that called 
for expense reduction and 
extraordinary precautions in 
the administration of prices. It 
was also decided to restrict 
new authorizations of capital 
expenditures for increased 
manufacturing capacity and to 
accelerate those that could pro- 
duce cost reduction. 

Also basic to the 1967 oper- 
ating strategy was the conclu- 
sion that the pause in the 
growth of the Company’s mar- 
kets was temporary. Therefore, 
any action taken during this 
period in response to the exist- 
ing market conditions should 
not be allowed to interfere with 
programs which would con- 
tribute to the long-range prog- 
ress of the Company. This 
meant no diminution of acti- 


vities in the areas of research, 
product development, em- 
ployment of young college 
graduates as potential man- 
agers and strengthening the 
sales distribution organ- 
ization. 

Because the cost of mate- 
rials, wages and salaries rose 
sharply during the year, the 
need for price increases became 
urgent. Prices on nearly all 
lines of products were in- 
creased, although competitive 
conditions did not always allow 
these increases to be sufficient. 

During the year, separate 
negotiations were conducted 
with unions at the Trane Com- 
pany of Canada, in Scranton, 
Pennsylvania and La Crosse, 
Wisconsin. Wage settlements 
were within the generally 
accepted pattern for similar 
companies with comparable 
manufacturing operations. A 
six-week strike occurred at the 
Scranton plant even though a 
negotiated settlement was 
recommended by the bargain- 
ing committee to the union 
membership. 

In September, the Company 
issued $20 million of four per- 
cent convertible subordinated 
debentures. The revolving 
credit agreement of $25 mil- 


Letter to the Stockholders 


lion, with Morgan Guaranty 
Trust Company of New York 
and other banks, was also 
extended. 

Construction of a new 
Administration Building in La 
Crosse was completed in 1967. 
It replaces a structure erected 
about 1920, various portions of 
which had been used earlier 
for manufacturing and as a 
laboratory. 

Net capital expenditures in 
1967, including the Adminis- 
tration Building, totaled $17.5 
million. Very little new con- 
struction for manufacturing 
space was authorized. How- 
ever, additional factory space 
in Canada, France and La 
Crosse which had been autho- 
rized earlier, was completed. 
The balance of capital expen- 
ditures was directed almost 
entirely at programs for cost 
reduction. Depreciation last 
year amounted to $6.4 million. 

At the October board meet- 
ing, Dr. George H. Brown, 
executive vice president, Ra- 
dio Corporation of America, 
was elected a director. Dr. 
Brown is also a director of 
RCA and is in charge of 
its engineering and research. 

At the December board 
meeting, Mr. R. J. Trane’s res- 
ignation was accepted with 
reluctance and regret. Mr. 
Trane had been an employee 
of the Company for 26 years, 
serving in various Capacities; 
and was an executive vice pres- 
ident on his retirement as an 
employee in 1965. 

Mr. Richard C. Davis was 
elected vice president, indus- 
trial relations, by the Board 
at its meeting in December. Mr. 
Davis joined Trane in 1953; 
and was appointed manager, 
industrial relations in 1965. 


Dr. George H. Brown 


While the Company’s 1967 
markets were about the same 
size as in the preceding year, 
the Company is confident its 
markets world-wide have 
ahead of them another period 
of growth. The current market 
condition, which is probably 
temporary, was generated 
mainly by governmental 
restrictions which in turn 
depressed building activity. 
This was particularly evident 
in both the United States and 
Canada, which account for the 
greatest proportion of Com- 
pany sales. The building needs 
of this country and many 
others, however, are far from 
satisfied and will have to be 
fulfilled. This should offer a 
good, long-term prospect. 

Furthermore, as building 
activity increases, the market 
for the products of the Com- 
pany should rise more rapidly 
as a larger proportion of new 
structures erected, particularly 
residences, schools and fac- 
tories, are air conditioned. A 
considerable market of existing 
buildings that have not yet 
been air conditioned also 
remains. Recently, added im- 
petus has been given to the 
use of air conditioning as a 


means for combating air pol- 
lution, and also as a means for 
attracting and keeping capable 
employees during the current 
period of high employment. 

It is likely that these forces 
will in the aggregate have a 
favorable effect on 1968. If that 
occurs, this Company should 
be in a position to participate 
as it has in the past. It enters 
the year with adequate manu- 
facturing facilities, a group of 
new products which went into 
production in 1967, and addi- 
tional ones on which selling 
activities commenced and on 
which production will start 
early in 1968. Its worldwide 
selling organization also has 
been strengthened in a number 
of ways. The most important 
of these is the addition of 327 
sales engineers who have 
joined the sales organization in 
the last two years and who now 
enter a period of real produc- 
tivity. 

The management is grateful 
for the wholehearted effort 
put forth by the Company’s 
employees because of the major 
contribution this has made 
to its progress. The harmonious 
spirit that has marked relations 
between this Company and the 
leaders of employee unions has 
also been of real importance 
and definite benefit to all. 


Chairman, Board of Directors 


wes Due KZ. 
President and 
Chief Executive Officer 
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Sales 


In 1967, the Company’s sales 
rose approximately seven percent. 
This occurred without a signifi- 
cant increase in the size of the 
markets for Trane products. The 
resultant improvement in the 
share of the market, although 
moderate, was quite general 
throughout the areas in which 
the Company conducts selling 
activities. 


Market Outlook 


Sluggishness in 1967 markets 
stemmed from a reduction of 
overall activity in the building 
industry of most countries, par- 
ticularly the U.S. and Canada. 
This was not because of any 
reduction in the demand for 
building. Rather, it resulted from 
other factors, the principal one in 
the U.S. being the lack of adequate 
financing. The demand for build- 
ing, therefore, not being satisfied 
in 1967, quite likely represents a 
rising backlog of demand which 
will have to be satisfied in ensuing 
years. 

The Company enhanced its 
position in a number of market 
areas by the introduction of new 
and improved product lines. 
These results of the Company’s 
research and development 
occurred in both heating and air 
conditioning products and in- 
volved lines which are applied in 
many types of buildings, includ- 
ing both residences and large 
commercial structures. Basic lines 
of products were covered, such as 
centrifugal and absorption water 
chillers. The Company also began 
shipment of its first air purifica- 
tion unit for use in homes. It is 
expected that this unit will 
become an increasingly popular 
part of a complete residential air 
conditioning system in future 
years. 


System of Distribution 
Emphasized 


In 1967, more emphasis within 
the Company’s marketing organ- 


Above — vice president, sales, Fred 
Manget (right); W. C. Lindsay, Jr., vice 
president, distribution (center); and 

D. C. O'Keefe, manager, field sales, in the 
Dealer Development Program training 
center. In the background, a classroom 
session is conducted by E. A. Cline, 
manager, sales training. 


Below — R. H. Pearse, Jr., 
vice president, air 
conditioning and heating 
sales (right); W. G. Roth, 
manager, heating sales 
(center); and D. W. 
Munson, manager, air 
conditioning sales, discuss 
air handling unit which 
features unique fan design. 
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ization was placed on methods of 
distribution. A major step in this 
direction was the appointment of 
W. C. Lindsay, Jr., as vice pres- 
ident of distribution for the U.S., 
putting all elements of the Com- 
pany’s distribution system—134 
U.S. sales offices and the network 
of dealers and wholesalers— 
under one head. 

The field selling organization 
was also strengthened, particu- 
larly in its relations with dealers, 
by the establishment of a number 
of department managers within 
the sales offices. A number of 
regional dealer managers, who 
work with the sales offices, were 
also added last year. 


More New Sales 
Engineers Added 


Trane further augmented its 
field sales force. Over 150 new 
sales engineers completed the 
Trane Graduate Engineer Train- 
ing Program, which has been 
operating successfully for over 40 


Left — J. K. Ver Hagen, 
manager, unitary sales 
(left), and F. M. Olsen, Jr., 
manager, advertising and 
sales promotion, examine 
residential products 


display. air conditioner. 


years. Under this course, univer- 
sity graduates are trained at Com- 
pany headquarters in La Crosse 
to fill positions in the sales organi- 
zation. 

It has been recognized that 
more and more training is re- 
quired throughout a salesman’s 
career. During 1967, the Company 
developed and placed in effect a 
comprehensive sales training pro- 
gram under which formal courses 
in products, product application 
and selling techniques were fur- 
nished to the sales offices for use 
in training salesmen. As a part of 
the Company’s considerable em- 
phasis on the reduction of noise 
in its air conditioning systems, an 
acoustics seminar was presented 
to the field organization. This 
becomes the subject of meetings 
within the sales offices and also 
with groups of customers. 


Dealer Organization Advances 


The Company further increased 
the effectiveness of its dealer 


W.H. Stahlheber, manager, 
heat transfer sales (right), 
and L. E. Eater, manager, 
military sales, review 
sound test procedure on 
Trane compact military 


organization as the primary mar- 
keting channel through which 
Trane residential and small com- 
mercial equipment is sold. One 
result was a significant increase 
in average volume per dealer. 
An important group of Trane 
dealers are the men who have 
been trained under the Dealer 
Development Program, inaugu- 
rated in 1965. Highly qualified 
individuals are selected for dealer- 
ships in markets not covered 
adequately by existing Trane 
dealers. These men receive inten- 
sive training in dealership organ- 
ization and operation at Company 
headquarters, plus help in select- 
ing a business location and in 
obtaining initial financing. 
Additional dealer training is 
carried out by local Trane sales 
offices, using a Company-devel- 
oped Profit Improvement Pro- 
gram. It embraces all aspects of 
dealer operation from sales train- 
ing to accounting and financial 
analysis. To assist the sales offices 


in carrying out this function, 
regional seminars on dealer dis- 
tribution were held during the 
year. 


Engineering and Research 


Inasmuch as the air condition- 
ing industry is relatively young, 
it has been characteristic that prod- 
uct improvements have evolved 
rather rapidly in recent years. 
That evolution has emphasized 
the need for regular and frequent 
product improvement by those 
manufacturers who are intent on 
maintaining a keen, competitive 
position. 


Engineering and Research 
Efforts Emphasized 


For that reason, and also be- 
cause of the need to create new 
products as a means of entering 
new segments of its industry, the 
Company has placed considerable 
emphasis on its engineering and 
research activities. One of the re- 
sults of this policy has been that 
by the end of 1967 some 80 per- 
cent of the Company’s total U.S. 
sales represented products which 
were either new or substantially 
redesigned during the past five 
years. 

In recent years, the Company 
has directed more and more atten- 
tion to research activities. These 
involve a number of fields of 
science and engineering, but 
particularly heat transfer, thermo- 
dynamics, fluid dynamics, chem- 
istry, metallurgy and acoustics. In 
1967, the Company’s activities in 
these fields resulted in a number 
of product innovations being put 
into production. Their primary 
effect was to reduce costs. It is ex- 
pected that to an increasing extent 
new products and product im- 
provements in the future will 
depend on the results of research. 

The Company’s Research and 
Testing Laboratories cover an area 
of 104,000 square feet and rep- 
resent an initial investment of 
over $4 million. The Acoustics 


Laboratory and the cryogenic test 
installation, which are part of 
these facilities, are of special inter- 
est because of their somewhat 
unique features and the signifi- 
cance of the work being per- 
formed. 

Reduction of the noise gener- 
ated by air conditioning and 
refrigeration equipment is a basic 
direction in which this industry 
will proceed in improving its 
products. In 1967, among the 


H. Corbyn Rooks, vice 
president, engineering and 
research (left), and J. L. 
Monte Holman, manager, 
product development, in 
the cryogenic test facility. 


direct results of the research con- 
ducted in the Acoustics Labora- 
tory were design changes that 
reduced noise in several lines of 
reciprocating compressors. 

Heat transfer surface is a basic 
part of almost all Trane products. 
Increased knowledge of heat 
transfer, therefore, can be of wide 
value to Trane. The cryogenic 
test installation, which began 
operation in 1966, is unique in 
this industry because of its capa- 
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bilities in testing heat transfer 
surface to temperatures as low 
as minus 300° F. 


New Product Work 
Moves Forward 


The product development 
group completed work on a series 
of products in 1967, selling efforts 
on all of which were started dur- 
ing the year. Production of a few, 
however, will not begin until 
early in 1968. As is usually true, 
product development work com- 
pleted in one year will have its 
principal beneficial effect on oper- 
ations in the succeeding year. 

The heating products, on which 
development was completed, 
include a Wall-Fin convector 
primarily used in commercial and 
institutional buildings; baseboard 
convectors used principally in 
residential construction;a gas-fired 
furnace for homes; and gas-fired 
unit heaters for industrial and 


In chemistry research, a 
lab technician uses an 
atomic absorption 
spectrometer to analyze 
metallic elements. 


commercial applications. 

Production began on a residen- 
tial air purification unit. This 
product, when used along with a 
humidifier announced.at the end 
of 1966, provides a means to filter 
the air, reduce odors, add mois- 
ture when needed, and also lower 
the level of smoke and pollen. A 
newly redesigned medium- 
sized unitary air conditioner for 
commercial application was 
also developed for 1967. 

The Company’s principal lines 
of large refrigeration products are 
its centrifugal and absorption 
water chillers. Many of the sizes 
of those lines of products were 
redesigned in 1967. All the sizes 
have been completely redesigned 
in the past three years. 

In all instances, the redesign 
work developed products that 
will be manufactured at lower 
cost and will also function at 
lower noise levels. In most 


instances, size has also been 
reduced, and to a significant 
degree. This is important in the 
design of buildings where cost per 
square foot of space places a value 
on compactness. 


Product Idea Program Productive 


In an effort to encourage greater 
creativity on the part of the re- 
search and engineering staff, the 
Company has placed special em- 
phasis on a new product idea 
program. By the end of 1967 this 
program had produced a consider- 
able number of ideas, nearly half 
of which are already being 
applied to products presently in 
production or currently under 
development. 


Technical Education 
Opportunities Available 

The Company expanded its 
education for research and engi- 
neering personnel during 1967. 


In the unitary equipment test area — 
C. D. Ware, chief engineer, heat 
transfer products; Arne Frank, chief 
engineer, reciprocating and unitary 
products; and D. H. Krans, 

laboratory director (left to right). 


This program, which is managed 


. within the Company by a separate 


department, is based on the need 
to insure that the Company’s 
technical personnel have the 
benefit of the latest scientific 
knowledge in fields of the Com- 
pany’s interests. 

The education program takes 
many forms. Regular courses are 
conducted at Company head- 
quarters by recognized university- 
level authorities on a credit basis 
to provide technical personnel 
with the opportunity to achieve 
advanced degrees. In addition, 
outstanding experts are frequently 
invited to La Crosse to deliver 
lectures on scientific subjects of 
particular interest to the Com- 


pany. 


More Efficient Development 
Scheduling Achieved 

One of the most important 
objectives in the administration 
of the Company’s research and 
engineering activities is to com- 
plete development in the shortest 
possible time. This not only means 
efficient use of talent, but getting 
a larger number of saleable prod- 
ucts on the market at the mo- 
ment of greatest impact, and 
obtaining the benefit of cost 
reduction quickly. As a result, a 
complete review was conducted 
of the manner in which develop- 
ment work is organized, planned 
and carried out. That, along with 
more widespread use of critical 
path scheduling, has resulted in 
shortened development schedules. 


Manufacturing Operations 


Manufacturing facilities in the 
United States were expanded only 
slightly in 1967 in keeping with 
the fact that the Company’s mar- 
kets did not increase and that the 
sales increase was moderate. The 
only additional U. S. production 
facility actually completed in 1967 
was a 33,500 square-foot expan- 
sion to the factory that manufac- 
tures reciprocating compressors. 


New Facilities Underway 


During the year, a new factory 
of 170,000 square feet was under 
construction in La Crosse for the 
manufacture of absorption refrig- 
eration machines. Construction 
had been authorized in 1966. Pro- 
duction will commence in early 
1968. A warehouse addition of 
38,000 square feet at the Scranton 
plant was authorized last year for 
completion in 1968. 

The balance of the investment 
in fixed assets for manufacturing 
facilities in the U. S. was spent 
for machinery and equipment. 
Expenditures for cost reduction 


Vice president, manufacturing, J. J. O’Brien 
(left), and W. S. Roush, manager, 
manufacturing engineering. At the control 
console, an operator starts a heavy piece 

of material into a room-like enclosure for 
grit-blast cleaning. 


represented a large proportion of 
this total. 

The new absorption refriger- 
ation factory in La Crosse will 
provide a separate facility for the 
manufacture of that product. Pro- 
duction has heretofore been com- 
bined with the manufacture of 
centrifugal compressors. It is ex- 
pected to produce manufacturing 
economies as well as to provide 
added output. 


Progress Made on 
Operating Problems 

During the year, considerable 
progress was made in overcoming 
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difficulties which had interfered 
with the flow of production and 
had also increased costs at the 
Lexington plant. For many 
months this plant has been pro- 
ducing at its rated capacity and 
more recently has shown a general 
improvement in costs. 

The Scranton plant was affected 
by a six-week strike in April and 
May which occurred just shortly 
after that factory had commenced 
the manufacture of an additional 
line of products that had been 
transferred from La Crosse. This 
resulted in production difficulties 
during the year against which real 
progress had been made towards 
the end of 1967. 


Advanced Manufacturing 
Engineering Work 
Reduces Costs 

The manufacturing division’s 
advanced manufacturing engi- 
neering department concentrates 
on devising and applying new 
manufacturing methods in metal 
forming, metal joining and ma- 
chine automation in the manu- 
facturing plants. This department 
produced several successes which 
yielded cost savings, the most 
notable of which were in coil 
manufacture. New techniques in 
material utilization developed by 
this group are expected to be of 
progressively greater importance. 


International Operations 


While there was a contraction 
last year in the international mar- 
ketsin which The Trane Company 
participates, it is nevertheless 
expected that this field will 
produce a strong and rising 
demand for modern air condition- 
ing products. Therefore, the Com- 
pany has in recent years embarked 
on a program to expand its inter- 
national activities substantially. - 

The Company’s international 
program involves both overseas 
manufacture of certain of its prod- 
uct lines along with the export 
from the U.S. of others. 


Above — V. R. Simpson, 
Jr., vice president, 
international (left), and 

J. R. Selby, vice president, 
Europe. 


Below — in the Toronto plant, E. C. Phillips, 
president and general manager of Trane 
Company of Canada, Limited (center), 
discusses operations with vice presidents 
K. E. O'Neil (left) and Ernest Schellenberg. 
In the background, a plant employee stocks 
rolled sheet metal used in the manufacture 
of several Trane products. 


) 
| 
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In recent years, manufacturing 
has been commenced through 
wholly-owned subsidiary com- 
panies in the United Kingdom and 
in Europe. This is being done 
along the pattern established at 
the Trane Company of Canada, 
Limited which has been a suc- 
cessful operation for many years. 
It is expected that more and more 
products will be manufactured by 
those subsidiary companies as 
markets enlarge and competitive 
pressures require. 

The Company exports its U.S. 
manufactured products through 
its subsidiary companies which in 
turn sell them in their local mar- 
kets; and also through a network 
of distributors which serve many 
countries where manufacturing 
operations are impractical at this 
time. 

In the Republic of South Africa, 


Trane absorption water 
chiller is positioned on 
fixture rollers which allow 
unit to be rotated easily 
for fast, precision welding. 


the Company has entered into a 
joint venture with the establish- 
ment of Clark Trane (Proprietary) 
Ltd. to manufacture a limited line 
of products. It is possible that 
similar joint ventures involving a 
relatively small investment might 
be established to serve other rela- 
tively small markets where trans- 
portation costs and local import 
restrictions do not allow competi- 
tive export. 


Trane Ltd. Shows Promise 


For its 1967 fiscal year, Trane 
Ltd. earned a modest profit. This 
was the subsidiary’s first profit- 
able year. Trane Ltd. completed 
its first full year of manufacturing 
in 1965. More important, the 
change from unprofitable to prof- 
itable status occurred about on 
schedule. 

In reaching a profitable status, 


Trane Ltd. has developed effective 
local management which it is 
believed is in a position to con- 
tinue the progress shown to date. 

It is estimated the subsidiary’s 
share of market increased in 1967 
in spite of a significant decline 
brought about by Government 
action in the overall United King- 
dom market for its goods. 

To facilitate future expansion 
in Scotland, the Company ac- 
quired a 22-acre site adjacent to 
the present leased plant. 


Societé Trane 
Manufacturing Start-up 


During 1967 the manufacture 
of standard line products com- 
menced at the new 161,000 square- 
foot Societe Trane plant at Epinal, 
France with shipments of the 
initial product lines starting in the 
second half of the year. This new 
factory is the vehicle by which 
Trane plans to increase its parti- 
cipation in the European Common 
Market. 

Societe Trane has incurred 
substantial planned start-up ex- 
penses in the establishment of its 
manufacturing capability. The 
outlook for this subsidiary indi- 
cates that these costs reached a 
peak during 1967 and should 
decline. 


Canadian Subsidiary’s 
Markets Down 

The Canadian subsidiary of the 
Company was faced with a sub- 
stantial market decline in 1967 
due to considerable softness in the 
Canadian building industry. This 
obviously had an adverse effect 
on the performance of the sub- 
sidiary. 

Profit performance was also 
affected by a lack of sufficient 
manufacturing space. In con- 
sequence, an addition of some 
80,000 square feet was made to 
the Toronto plant during 1967. 
This addition, over and above in- 
creasing the capacity of the 
facility, will have the effect of 
providing cost reduction by 
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allowing for more efficient manu- 
facturing. 


Middle and Far East Unrest 
Affects Export Sales 

Political unrest adversely 
affected the amount of business 
available in the area served by the 
Company’s export organization, 
particularly the Middle and Far 
East. However, a sales increase 
was accomplished. 

The export organization took 
steps to improve and strengthen 
its distribution during the year. 
New distributors were added in 
Ceylon, Iran, Honduras and 
Venezuela. This brings to 57 the 
number of distributors currently 
franchised by the Trane organi- 
zation. These firms do business in 
66 countries. 


Industrial Relations 


The success of the Company is, 
of course, heavily dependent upon 
attracting and retaining outstand- 
ing employees, a need which is 
accentuated when expansion 
must be accommodated. 


Manpower Needs Met 


Meeting Trane manpower 
requirements was particularly 
difficult in 1967, since the U.S. 
economy was operating essen- 
tially at a full-employment level. 
Consequently, competition for 
outstanding individuals was 
intense. 

Trane manpower needs were 
met last year. The heaviest re- 
quirement was for graduate engi- 
neers to fill positions in sales, 
engineering and manufacturing 
which was fulfilled through 
recruiting efforts at leading col- 
leges and universities. 

Labor shortages developed at a 
number of the Company’s branch 
plant locations. So that the Com- 
pany could be successful in ful- 
filling its personnel needs and, in 
addition, maintain a stable work 
force, new programs of employee 
relations were instituted. As a 


result, satisfactory manpower 
levels were obtained and attrition 
rates lowered. 


Labor Contracts Signed 


New labor agreements at three 
plant locations were signed in 1967. 

During the first quarter, the 
Company successfully negotiated 
a two-year contract for its pro- 
duction workers at Trane Com- 
pany of Canada, Limited. 

Then, following a six-week 
strike, a three-year contract was 
signed at Scranton. The strike 
occurred despite a strong union 
recommendation for acceptance of 
the Company’s prestrike offer. 
The membership, however, re- 
jected the proposal by a margin of 
three votes and the strike followed. 

In the third quarter, contracts 
were negotiated with the three 
unions representing employees at 
the La Crosse plants. This is the 
second consecutive negotiation at 


R. C. Davis, vice president, industrial 


relations; D. N. Goode, industrial relations 
manager, branch plants; and C. W. Krupp, 
industrial reiations manager, La Crosse 
(left to right), in the heavy refrigeration 
equipment manufacturing plant. 


La Crosse which has resulted in 
contracts being ratified by the 
membership prior to termination 
date. 


Financial 


The growth of the Company 
has generated a need for capital 
which cannot be supplied from 
retained earnings in spite of a con- 
servative dividend policy. As a 
result, the Company was active 
in the long-term money markets 
both at home and abroad. 

In December of 1965 the Com- 
pany entered into a credit agree- 
ment with the Morgan Guaranty 
Trust Company of New York, as 
agent for a group of banks under 
which the Company was able to 
borrow up to $10 million for a 
period of two years, with the 
opportunity to convert to a five- 
year loan with semiannual amor- 
tization during that period. In 


April of 1966, the maximum 
amount available under the agree- 
ment was increased to $25 million. 

These funds were designed at 
the time to provide interim fi- 
nancing to meet corporate needs 
until a detailed assessment could 
be made of the state of the money 
market in relation to the require- 
ments of the Company. After 
analysis, it was determined that 
some long-term funds should be 
obtained from the public during 
1967 through the use of conver- 
tible debentures. As a result, an 
issue of four percent Convertible 
Subordinated Debentures in the 
amount of $20 million was brought 
to market in late September of 
last year. 

In addition to the long-term 
debenture financing, the Company 
extended its credit agreement for 
an additional two years effective 
as of December 1, 1967. 

Other than the nominal 


amounts of stock issued under 
the Stock Option Plan, the Com- 
pany has not obtained funds from 
the sale of equity since 1957. 


Foreign Subsidiaries 
Obtain Financing 

During 1967, Societé Trane, the 
French subsidiary, borrowed the 
equivalent of $1.8 million from 
commercial banks in that country. 
The loan was for five years with 
repayment in the third through 
fifth years, at favorable govern- 
ment approved rates of interest. 
Additional capital for the con- 
struction of a standard lines plant 
at the subsidiary headquarters in 
Epinal, France was also provided 
by its parent, Trane S.A., a 
wholly-owned Swiss subsidiary 
of the Company. 

Trane Ltd., the British sub- 
sidiary, received a promise of 
financing from the British Board 
of Trade for use in construction 


of additional manufacturing facil- 
ities in Scotland. The actual bor- 
rowing of this money will depend 
on the requirements of expansion 
plans now under consideration. 

While devaluation of the British 
pound reduced the dollar values 
of the net assets of Trane Ltd., 
this reduction was almost entirely 
covered by a “‘hedging’’ trans- 
action. 

During 1967, as in previous 
years, all subsidiary financing 
transactions were well within the 
U. S. Government’s balance of 
payments guidelines. 

Reported results of operations 
reflect what is believed to be con- 
servative accounting policy. Some 
examples of this are the use of 
accelerated depreciation (sum-of- 
the-year’s digits), valuing inven- 
tories on the LIFO basis, and 
having the past service liability of 
pension plans approximately 75 
percent funded. 


Charles Hansen, secretary 
and general counsel. 


Emmett McLaughlin, vice 
president, purchasing 
(left), and Gerald Stecker, 
vice president and 
controller, in the Trane 
data processing center. 
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Consolidated Financial Summary 1958-1967 


1967 1966 1965 1964 1963 


Net Sales 


$200,823,000 | $187,779,000 | $162,330,000 | $136,937,000 | $120,370,00) 


Net Earnings Before Taxes on Income 


23,230,000 25,830,000 23,814,000 20,662,000 


Percent of Net Sales 


11.6 13.8 14.7 15.1 13. 


Taxes on Income 


11,855,000 12,550,000 


Net Earnings After Taxes 
Percent of Net Sales 
Total Current Assets 
Total Current Liabilities 
Ratio of Current Assets to Current Liabilities 


Working Capital 
Stockholders’ Equity 
Long-Term Debt 
Percent of Capital Investment 
Number of Stockholders 


Common Shares Outstanding 
(At end of year and restated for stock distributions) 


PER COMMON SHARE OUTSTANDING 
(Based on average shares outstanding) 


Net Earnings 


Taxes on Income 
Cash Dividends Paid 
Stockholders’ Equity 
Stock Distribution 


Consolidated Statement of Source 
and Application of Funds 


FUNDS PROVIDED 
Net Earnings for the Year 


Depreciation 


11,734,000 8,143,00. 

11,375,000 10,240,000 | _8,309,00. 
7.1 6. 
107,254,000 | 99,462,000 | 80,779,000 58,053,00. 
22,131,000 | 24,383,000 | 19,834,000 13,303,00) 


4.08 4.3) 


75,079,000 60,945,000 51,533,000 44,750,00. 


85,123,000 , 
66,807,0C. 
7,238,00 
9 


5,280 
5,388,004 


5,410,514 5,377,008 0,364,116 


=} 


i. 
| 
| 
12908 4 1963 | 


$ 13,280,000 | $ 12,080,000 | $ 10,240,000 | $ 8,309,0) 


$ 11,375,000 


Sale of Common Stock 


Long-Term Borrowing 
Total Funds Provided 


FUNDS APPLIED 
Expenditures for Property, Plant and Equipment, Net 
Retire Long-Term Debt 
Cash Dividends Declared 
Other 
Total Funds Applied 
Increase in Working Capital 


6,893,000 5,608,000 4,650,000 4,390,000 4,374,0) 
289,000 315,000 271,000 25,0) 
21,519,000 16,200,000 5,110,000 291,000 1,988,0) 


40,603,000 
iy 


17,452,000 16,269,000 8,385,000 4,850,000 9,675,0) 
8,231,000 665,000 598,000 611,000 689,0) 


35,377,000 22,155,000 15,192,000 14,696,0) 


‘aiilions 


30,559,000 21,242,000 12,744,000 
$ 10,044,000 | $ 14,135,000 


556,000 ee 
8,409,000 |  13,039,0) 


4,320,000 4,308,000 3,761,000 2,948,000 2,675,0) 


$ 9,411,000 |$ 6,783,000 | $ 1,657,0), 


i 
| 
ij 
ii 
h 
\ 
i 
aly 


1962 1961 1960 1959 1958 
17,535,000 $84,113,000 | $81,572,000 
17,908,000 13,093,000 
ie 15.2 16.1 
9,570,000 7,075,000 
8,338,000 6,018,000 
| | Ee 6.0 7.4 
| 57,593,000 39,237,000 
| 14,500,000 8,847,000 | _ 9,340,000 
| 43,093,000 34,655,000 | 31,987,000 | 29,897,000 
61,149,000 44,527,000 
| 5,939,000 2,850,000 | 3,200,000 | _ 3,550,000 
| 8.9 4.3 ve 
|___ 4,479 4,172 
| 5,349,406 5,328,944 5,323,358 
f 
$1.56 $ .96 $1.13 
1.79 1.33 
475 36 
11.43 8.37 
1962 3 1958 
8,338,000 $ 6,018,000 
_ 4,008,000 2,979,000 | _2,535,000 
| = 19,000 
I re ee 
16,346,000 | 9,242,000] 10,182,000 | 8,047,000} —8,572,000 
5,543,000 3,689,000 | _ 4,351,000 
561,000 350,000 | 1,990,000 
_ 2,608,000 1,918,000 | __ 1,917,000 
ee a 
| 8,712,000 7,514,000 5,957,000 8,258,000 
7,634,000 $ 2,668,000 |$ 2,090,000 |$ 314,000 


NET SALES 
(In Millions of Dollars) 


8 
62 6379/64 65766) 167 


58 59 60 61 


NET EARNINGS 
PER SHARE 
(In Cents-After Taxes) 


DIVIDENDS PAID 
PER SHARE 
(In Cents) 


38) 59) 60) 61 


CAPITAL INVESTMENT 
PER SHARE 
(In Dollars) 


58 59 60 61 


62 63 64 65 66 67 


625.637 664), G5), |. OGn 167, 


THE TRANE COMPANY AND SUBSIDIARIES 


Consolidated Balance Sheet 
December 31, 1967 and 1966 


CURRENT ASSETS 


Cash 


Accounts receivable—less allowance for 


doubtful receivables of $878,000 and 


$913,000 


Inventories—at lower of cost (principally 
last-in, first-out) or market 


Prepaid expenses 


Total current assets 


PROPERTY, PLANT AND EQUIPMENT, 
at cost: 
Land 


Buildings 


Machinery and equipment 


Less accumulated depreciation and 
amortization 


OTHER ASSETS 


CURRENT LIABILITIES 


Accounts payable and accrued expenses 

Federal, state and foreign income taxes 

Dividend payable 

Current maturities of long-term debt 
and notes payable 


Total current liabilities 


LONG-TERM DEBT (see notes) 


STOCKHOLDERS’ EQUITY (see notes) 


Common stock, par value $2 per share 
Authorized, 7,500,000 shares 
Issued: 
1967, 5,412,214 shares 
1966, 5,388,004 shares 
Capital contributed in excess of par 
value of stock issued 
Retained earnings 


Less treasury stock, at cost— 
1,700 shares 


1967 


$ 15,452,000 


47,860,000 


42,347,000 
1,595,000 


107,254,000 


1,518,000 
41,453,000 


43,145,000 


86,116,000 


31,406,000 
54,710,000 


778,000 
$162,742,000 


1967 
$ 16,068,000 
4,414,000 
1,082,000 


567,000 


22,131,000 


40,571,000 


10,824,000 


14,987,000 
74,325,000 


100,136,000 


96,000 
100,040,000 
$162,742,000 


(See accompanying notes to financial statements) 
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1966 


$ 10,640,000 


43,053,000 


44,379,000 
1,390,000 


99,462,000 


1,463,000 
32,181,000 


37,691,000 


71,335,000 


27,184,000 


44,151,000 


$143,613,000 


1966 
$ 15,270,000 
6,267,000 
1,078,000 


1,768,000 


24,383,000 


26,965,000 


10,776,000 


14,219,000 
67,270,000 


92,265,000 


92,265,000 
$143,613,000 


Consolidated Statement of Earnings 
Year Ended December 31, 1967 and 1966 


Net Sales 


Costs and expenses 
(including depreciation of 
$6,893,000 and $5,608,000 
computed by accelerated methods) 


Cost of goods sold 


Selling, administrative and 
engineering expenses 


Interest expense 


Federal, state and foreign 
taxes on income 


Net earnings for the year 


Earnings per share of common stock (see note) 
Based on average shares outstanding 
during the year 


Based on assumption of conversion of 
outstanding convertible debentures 
and exercise of outstanding stock options 


Consolidated Statement of Retained Earnings 
Year Ended December 31, 1967 and 1966 


Balance at beginning of year 


Net earnings for the year 


Cash dividends declared ($.80 per share) 


Balance at end of year 


1967 
$200,823,000 


125,629,000 


49,967,000 
1,997,000 


11,855,000 


189,448,000 


$ 11,375,000 


$2.11 


| 


ft 


2.0 


1967 
$ 67,270,000 


11,375,000 


78,645,000 
4,320,000 


$ 74,325,000 


(See accompanying notes to financial statements) 


1966 
$187,779,000 


113,841,000 


46,962,000 
1,146,000 


12,550,000 
174,499,000 


$ 13,280,000 


$2.47 


$2.4 


o 


1966 
$ 58,298,000 


13,280,000 


71,578,000 
4,308,000 


$ 67,270,000 
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Notes to 
Financial Statements 


SUBSIDIARY COMPANIES: The consolidated finan- 
cial statements include the accounts of the Company 
and all wholly-owned subsidiaries. These subsidiaries, 
which are principally foreign companies, had net assets 
of $14,600,000 at December 31, 1967 including 
$7,900,000 in Canada and the balance largely in the 
United Kingdom and Western Europe. Sales and net 
earnings of these subsidiaries were $29,301,000 and 
$4,000 in 1967 and $30,290,000 and $1,380,000 in 
1966, respectively. 


EARNINGS PER SHARE: Per share data is based on 
the average number of common shares outstanding 
during each year. In prior reports, per share data was 
based on the number of shares outstanding at the 
end of the year. 


RETAINED EARNINGS: Under the most restrictive 
provision of the Company's several borrowing agree- 
ments, approximately $23,430,000 of retained earnings 
is available at December 31, 1967 for cash dividends 
and purchases of the Company’s common stock. 


PENSIONS: The Company and its Canadian subsidiary 
maintain trusteed pension plans covering salaried and 
certain hourly-paid employees. These plans are non- 
contributory, except for two plans at the Canadian 
subsidiary. The total pension expense for the year was 
$1,402,000. The Company’s policy is to fund accrued 
pension cost. The amount funded at December 31, 
1967 exceeds the actuarially computed value of bene- 
fits vested under the plans at that date. 


STOCK OPTIONS: Under the 1956 and 1966 stock 
option plans, options have been granted to officers and 
key employees to purchase shares of common stock 
at prices not less than 95% of fair market value on the 
date of grant for options granted prior to 1964 and 
100% of fair market value thereafter. Options generally 
become exercisable either one or five years after the 
date of grant, and terminate five or ten years thereafter. 


A summary of the 1956 and 1966 stock option plans 
is as follows: 


1956 Plan 1966 Plan 
Number of shares 


under option 
Outstanding at P 


beginning of year 68,202 19,500 
Changes during the year 

Granted — 11,100 

Exercised (20,636) (3,000) 
Outstanding at end of year 47,566 27,600 
Exercisable at end of year 47,566 16,500 
Available for grant at 

end of year 29,400 


Granted during the year So 
Exercised during the year $ 31.51 $ 46.67 
Outstanding at end of year $ 36.91 Soe 


LONG-TERM DEBT: Amounts due consisted of the 
following (less current maturities of $474,000 and 
$473,000, respectively): 


December 31, 
196 

334% unsecured note, 1367 258 

payable in annual install- 

ments of $250,000 

to 1971 $ 
434% unsecured notes, 

payable in annual 

installments of 


750,000 $ 1,000,000 


$200,000 to 1982 2,800,000 3,000,000 
Mortgage notes payable in 

monthly installments to 

1978 with interest at3% 1,363,000 1,482,000 
4% convertible sub- 

ordinated debentures 

due in 1992 20,000,000 — 
Notes payable—banks 13,000,000 20,500,000 
Notes payable by foreign 

subsidiaries 2,658,000 983,000 


$40,571,000 $26,965,000 


The subordinated debentures are convertible into 
common stock of the Company (unless previously 
redeemed) at $72.00 per share to September 15, 1992. 
The Company has reserved 277,778 shares of its 
authorized but unissued common stock for the pos- 
sible future conversion of these debentures. The Com- 
pany is required to make annual sinking fund payments 
commencing in 1977 equal to 5% of the principal 
amount of debentures outstanding at September 15, 1976. 


Notes payable—banks represent borrowings made 
under a $25,000,000 revolving credit agreement. 
Interest is payable at prime commercial rates. The 
notes may be renewed every 90 days to December 31, 
1969. At any time up to that date, the Company may 
convert any portion of the revolving credit to term 
notes which will then bear interest at 14 of 1% over 
prime commercial rates. The term notes will be pay- 
able in ten equal semiannual installments commencing 
June 30, 1970. 


The notes payable by foreign subsidiaries bear interest 
at 544% to 614%, and mature in varying annual 
amounts through 1978. 


CAPITAL CONTRIBUTED IN EXCESS OF PAR 
VALUE OF STOCK ISSUED: The increase of $768,000 
during 1967 includes $743,000 representing the excess 
of proceeds received on the exercise of stock options 
over the par value of the shares issued, and $25,000 
representing the excess of market price over the par 
value of 574 shares issued to employees in connection 
with The Trane Bonus Plan. 


Opinion of Independent Accountants 


PRICE WATERHOUSE & CO. 


To the Stockholders and Board of Directors 


The Trane Company 


PRUDENTIAL PLAZA 


CHICAGO 60601 


January 22, 1968 


In our opinion, the accompanying balance sheet and the related statements of earnings and retained earnings and source and appli- 
cation of funds present fairly the consolidated financial position of The Trane Company and subsidiaries at December 31, 1967 and 
1966 and the results of their operations and their source and application of funds for those years, in conformity with generally 
accepted accounting principles consistently applied. Our examinations of these statements were made in accordance with generally 
accepted auditing standards and accordingly included such tests of the accounting records and such other auditing procedures as 
we considered necessary in the circumstances. 
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More and more new and 
existing homes enjoy the 
year-round comfort of 
Trane central air 
conditioning. Shown is 
the Trane split system 
Climate Changer unit. 


8 
coe 


Equipment control center Expo 67 — where many 
overlooks Trane centrifugal of the leading buildings 
refrigeration units which featured air conditioning 
provide chilled water to by Trane. 


cool a large modern 


office building. 
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